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KEY ECONOMIC INDICATORS 
In Millions of US$ Page 2 


Exchange Rate: US$1.00 = 4126 1976 1977 “Change 1978 1/ %Change 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 1,699.0 2,092.0 + 23.1 2,479.0 + 18.5 
GNP at Constant 1972 Prices 1,014.1 1,134.0 + 11.8 1,241.0 + 9.5 
Per Capita GNP, Current Prices $ 624.0 746.3 + 19.6 859.3 + 15.1 
Investment % GNP 24.8 24.5 - 24.5 ~ 
Personal Income 1,295.0 1,569.0 + 21.2 1,851.4 + 18.0 
Indices: (1972 = 100) 
Industrial Production 120.9 143.1 + 18.4 154.5 + 8.0 
Agricultural Production 129.5 141.7. + 9.4 it.6 +. 7,8 
Construction 189.5 249.6 + 31.7 312.0 + 25.0 
Avg. Industrial Wage 148.5 im.9 + 4.3 168.8 + 9.0 
Labor Force (thousand} 980.3 1,008.7 + 2.9 +,038.0 + 2.9 
Avg. Unemployment Rate (%) 4.2 39 «= 7.1 3.9 - 
MONEY AND PRICES 
Money Supply 188.5 269.3 + 42.9 336.6 + 25.0 
Interest Rates (Commercial Banks) 12% 12% - 12% ~ 
Indices: (1972 = 100) 
Wholesale Prices 209.7 226.5. + 8.0 251.4 + 11.0 
Cost of Living 157.4 172.1 + 9.4 188.4 + 9, 
Balance of Payments and Trade 
Gold & Foreign Exch. Reserves 157.6 267.4 + 69.7 320.9 + 20.0 
External Public Debt 383.4 431.8 + 12.6 518.2 + 20.0 
Annual Debt Service 24.4 17.9 =- 26.7 $3.0 + @.1 
Balance of Payments + 50.9 + 106.3 +108.8 + 80.0 - 24.7 
Balance of Trade + Vii + ga.5 - 0 ~ 
Exports, FOB 181.8 278.9 + 53.4 307.0 + 10.0 
U. S. Share 11.7 14.2 + 21.4 14.0 - 
Imports, FOB 180.2 255.4 + 41.7 293.7 + 15.0 
U. S. Share 10.2 12.1 + 18.6 12.0 ~ 


Main imports from U.S.: 1977: Machinery & Motors, 1,958 m.t. and $10.5 million; 
Cigarettes, 1,256 m.t. and $7.0 million; Vehicles 
& Transportation Equipment, 701 m.t. and $2.4 
million; Textiles & Manufactures, 1,317 m.t. and 
$2.0 million; Iron & Manfactures, 807 m.t. and $1.3 
million; Metals & Manufactures, 1,364 m.t. and $1.2 
million; Agricultural Equipment and Machinery, 
343 m.t. and $1.2 million. 


1/ Estimate for 1978 
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SUMMARY 


Business is now enjoying a prosperity heretofore unknown in 
Paraguay. Signs of improvement abound. Except for some 
sectors of agriculture affected by a severe drought, the 
economic improvement is across-the-board. Construction and 
foreign trade are booming. Real GNP should rise about 10% 
this year after a 12% rise in 1977. The inflation rate of 
about 10% is not out of line with general levels of inflation 
elsewhere in the world. 


Construction of the hydroelectric project at Itaipu by the 
binational Brazilian, Paraguayan authority continues to be 
the spark plug for the boom in the Paraguayan economy. Plans 
are proceeding satisfactorily for the second big Parana River 
Hydroelectric project--Yacyreta--in which Paraguay is a 
partner with Argentina. When these dams are on stream, 
Paraguay could be the largest exporter of power in the world. 
Little has been done so far on domestic use of the power 
which will be available for energy intensive industry, but 
there is a significant potential for such industry. 


While the Paraguayan market is small, it is worth study by 

U. S. exporters and investors. The current prosperity offers 
opportunity for export of a wide range of capital equipment 
including equipment for construction, agricultural processing, 
graphic arts and air conditioning. 
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After decades of stagnation, the Paraguayan economy for the 
past half dozen years has been on the move. Increased agri- 
cultural production for export has been a significant factor 
in the healthier Paraguayan economic performance, but the 
major impetus has come from the giant Itaipu Dam project 
being built in partnership with its big neighbor Brazil. 
Spending for construction has set off a boom in the country, 
and in 1977 GNP is estimated to have risen by almost 12 per- 
cent in real terms. A further rise of about ten percent is 
forecast for 1978. This would bring GNP per capita to over 
$850 in current prices ($769 at 1976 prices). 


Overall Agricultural Production up Despite Drought 


Paraguay is basically an agricultural country and agriculture 
accounted for 33.1 percent of the Gross National Product in 
1977. In 1977 agricultural production grew at 9.4 percent 

and in 1978 is projected to grow by another 7.0 percent. 

Most of this increase comes from expanded acreage rather than 
higher yields. Paraguay has considerable margin for increase 
of production through both acreage increases and more inten- 
Sive and modern farming. Paraguay's increase in agricultural 
production this year has been achieved in spite of a severe 
drought, the worst in decades. The Chaco, the dry western 
half of the country, is accustomed to coping with scant water 
supply, but production has nevertheless been affected adversely. 
If the drought were to continue for much longer, it could have 
severe effects on 1979 production, since there is little re- 
serve of ground moisture. 


The only major crop which will score a significant increase 
in production is cotton, up over 20 percent from 1977 produc- 
tion, which in turn was double that of the year before. Pro- 
duction of soybeans, tobacco and sugar will be down this year, 
but production of food for domestic consumption will be up. 


Other Areas of Economy Strong 


Except for agro-industrial processing, Paraguay's industrial 
sector is small-scale. Manufacturing accounted for 15.6 per- 
cent of the GNP in 1977, showing a 18.4 percent increase over 
the previous year. For 1978, an 8.0 percent increase is fore- 
cast. The most booming part of the economy is construction 
which grew 31.7 percent in 1977 and will show a 25.4 percent 
growth in 1978. Besides the direct building associated with 
Itaipu, there is a large amount of commercial and residential 
construction in Asuncion. 


The government's official cost of living index rose by 9.4 percent 
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in 1977, and official sources forecast a similar increase in 
1978. <A 43 percent increase in the money supply during 1977 
suggests that a greater rise in prices during 1978 is possible. 
The Guarani, the official currency of Paraguay,continues to be 
stable;although with a> large demand for dollars to finance 
imports, it is trading on the free market at the upper end of 
its fluctuations within recent years. 


Foreign Trade Remains in Approximate Balance 


Paraguay's imports and exports were roughly in equilibrium in 
1977, and the forecast is for a similar result in 1978. There 
is also a considerable amount of trade with neighboring coun- 
tries which does not find its way into official government 
statistics. Paraguay's leading exports are cotton, oilseeds, 
meat products, vegetable oils and lumber. Except for meat 
and lumber, all these products have good long-term outlooks. 
Meat production has declined because of import restrictions 
by developed countries and stagnating herds. The long-term 
outlook for wood products is clouded by wasteful cutting 
practices. For 1978 exports are expected to rise by 10 per- 
cent to over $300 million, while imports will be at slightly 
less than $300 million, up 15 percent from the year earlier 
total. 


Balance of Payments in Surplus in 1977-78 


Paraguay had a balance of payments surplus of $106.3 million 
in 1977 and is expected to run another surplus of at least 
$80 million in 1978. Gross foreign exchange reserves held 

by the Central Bank stood at $267 million at the end of 1977, 
an increase of 70 percent over the previous year. These re- 
serves are expected to increase to $320 million by the end of 
1978. The main reason for the large surpluses in the balance 
of payments and the increase in foreign exchange reserves is 
the inflow of funds as a result of the construction of the 
Itaipti project. 


Hydroelectric Projects Dominate Economic Picture 


The single most important factor in the future of the 
Paraguayan economy is the development of the hydroelectric 
potential of the Parana River. The dam at Itaipu will be 

the world's largest in electric-generating capacity. Joint 
projects with Argentina at Yacyreta-Apipe and Corpus could 
mean that major dam construction would be a central part of 
Paraguayan economic activity until the end of the century. 
Itaipu is currently employing directly close to 50,000 workers, 
of whom 50 percent are Paraguayan. The demand for workers, 
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especially skilled workers, has exerted an upward push on 
wages and salaries throughout the country and brought un- 
employment to a relatively low level. As a result of the 
project, close to $143 million in foreign exchange entered 
Paraguay in 1977, mostly as payment for Paraguayan goods and 
services, partly as capital transfers. Argentina and 
Paraguay are currently engaged in arranging financing for the 
second project, Yacyreta. Discussions seem to be going satis- 
factorily with the World Bank and the Inter-American Bank, 
whose participation is crucial to secure the private bank 
financing which the multi-billion dollar project will need. 
The civil works contract and the turbine-generator award 

will each amount to several hundred million dollars. JU. S. 
firms are actively pursuing these contracts. The Russians, 
who are working at the Salto Grande hydroelectric project be- 
tween Argentina and Uruguay, are also attempting to secure a 
major part of the work at Yacyreta. 


While the benefits from construction should continue into the 
1990's if the timing of the projects is managed carefully, 
income from actual generation of electricity will begin with- 
in five years and be a significant contributor to national 
income within ten. There is little doubt that Brazil would 
like to use all the power generated by Itaipu and the agree- 
ment between the two countries has been criticized for being 
biased toward sale of Paraguay's share of the power to Brazil 
rather than internal use. Paraguayan leaders have proclaimed 
that their aim is to use the power industrially, not to sell 
it to Brazil, and have won their point on having 50 percent 
of the current produced for Paraguay's 50 cycle system. How- 
ever, this profession of intention has not been matched by 
any serious effort to take the kind of steps necessary to 
attract energy-intensive industry, although foreign experts 
have studied the country's industrial needs for electric 
power. One proposal to locate an energy-intensive project 

in Paraguay was frustrated by lack of interest on the part 

of Paraguayan officials who never gave the foreign company 
clear answers about the cost of the electricity and other 
aspects of operation. Whether or not Paraguay will organize 
an effort to attract energy-intensive industry or at least 

to respond constructively to foreign proposals for utiliza- 
tion of the power that will be available from the Parana 
River projects is still open to debate. If decisions are 
allowed to slide, some of the options open to Paraguay for 
modernization and developing the country will be closed. 


President Stroessner Begins New Five-Year Term in August 


On August 15, General Alfredo Stroessner will be inauguarated 
for a new five-year term as President, which office he origi- 
nally assumed in 1954. The Paraguayan government prides it- 
self on the generation of peace provided by the Stroessner 
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Presidency. There can be no doubt that the political stabil- 
ity of the past two decades is regarded as a major strong 
point by business, both Paraguayan and foreign. Economic 
changes over the next few years could increase pressure to 
modernize the political as well as the economic structure of 
the country, but these long-term forces probably will not 
make themselves strongly felt within the President's present 
term (1978-1983). 


Implications for the United States 


The Paraguayan market while small is still an attractive one 
for U. S. business, since it is open, basically laissez faire 
and increasingly prosperous. American products enjoy a good 
reputation for quality. Products from the United States 
account for about 12 percent of Paraguay's imports, with 
machinery, cigarettes and transportation equipment the most 
important. The U. S. share of imports has declined in the 
past decade, as neighboring Argentina and Brazil have capi- 
talized on their location to take a larger share of the 
Paraguayan market. More liberal export financing from these 
two countries has also given advantages to Argentine and 
Brazilian companies, including U. S. subsidiaries and licencees 
operating there. 


The hydroelectric projects constitute an excellent market 
for construction equipment and for electro-mechanical equip- 
ment for generation, transformation and transmission. U. S. 
companies are, however, experiencing some difficulties in 
securing public sector business. The turbine-generator con- 
tract at Itaipu was awarded in June to a European consortium 
over consortia in which there were U. S. interests. Among the 
reasonscited for making the award to the European group was 
that its proposal reportedly called for a greater degree of 
manufacture within Brazil than the other proposals did. 
Official resentment because of U. S. Government championing 
of human rights has also been mentioned as a factor which 
counted against U. S. firms in this and other government 
awards. Perhaps even more important in giving a competitive 
edge to European and Japanese companies is U. S. illicit pay- 
ments legislation. 


Areas of potential investment include agro-industry and 
hotels as well as the energy-intensive industry mentioned 
above. Until the government energizes itself to direct 
attention toward policymaking in support of such industry, 
the burden for making a case for such investment rests on 
foreign companies. Batelle Institute and the United Nations 
Industrial Development Organization have made general studies 
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on industrial projects which use large amounts of power. Such 
studies might have useful implications here. Many foreign 
firms are in land development for agriculture and agro-business 
but there is room for more. 


The bouyant state of the economy provides opportunities to 
export a wide variety of goods to Paraguay. The government 
is seeking to promote construction of cement, fertilizer and 
paper plants, all of which would need equipment. A number of 
vegetable oil plants are being planned. There is a market 
for large land-clearing and logging equipment and for medium- 
and heavy-duty trucks to transport lumber and agricultural 
products. Representative of the broad range of opportunities 
is cotton ginning equipment, graphic arts equipment and 
supplies, micro-computing hardware and softwear, poultry and 
dairy equipment, transportation equipment, woodworking equip- 
ment, radio and television broadcasting equipment, aviation 
support equipment, medical equipment and central and home air 
conditioners. 
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